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The Federal Energy Regul atory Conm ssion exercises its
jurisdiction under the Federal Power Act to facilitate the
grow ng conpetition in wholesale electric markets. Fair,
efficient, and transparent whol esal e power nmarkets prom se | ower
prices to consuners and a nore efficient allocation of resources.
However, concerns remain about how |l ong the transition to
conpetition across the network of high voltage transm ssion w |
take. The operation and planning of the grid is not as efficient
as it can be and the potential for market power abuses renuins.
The reliability of the electric power systemalso is being
seriously challenged during this tinme of transition to nore
conpetitive markets. Sound Federal |egislation is needed to
ensure that conpetition continues grow ng and the benefits of
this conpetition accrue to the Nation's electricity consumners.
The Comm ssion is prepared to assist the Congress in transform ng
the interstate electricity marketplace in which there is a strong
Federal interest.

In order to allow the Comm ssion to nore effectively pronote
conpetition, Congress should enact |egislation to:

(1) place all electric transmssion in the continental
United States under the same rules for non-discrimnatory
open access and conpar abl e servi ce;

(2) reinforce the Conm ssion's authority to foster regional
t ransm ssi on organi zati ons;

(3) establish a systemof mandatory reliability rules to
protect the integrity of transm ssion service, relying on a
self-regul ating organi zation with appropri ate Federal

oversi ght of rule devel opnent and enforcenent; and,

(4) provide the Conm ssion with appropriate authority to
remedy mar ket power.



Bal anced electricity legislation should also reformthe Public
Uility Hol ding Conpany Act and clarify Federal/State
jurisdiction issues.
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M. Chairman and Menbers of the Comm ttee:

| very nmuch appreciate the invitation to appear here today
to discuss the proposed electricity |legislation now before this
Committee. Permt ne to applaud you, M. Chairman, and the
Commttee for focusing attention on the restructuring of the
el ectric power industry, which is a matter of national
inportance. Atinely transition to a conpetitive, efficient, and
reliabl e whol esal e market for electricity is in everyone's
interest, whether or not there is retail conpetition. For that
reason, | am pleased to assist Congress in its efforts to bring
the benefits of this restructuring to the American peopl e.

The bills before the Comm ttee address a nunber of critical
issues. | urge the Congress to address as nany of these matters
as it can. However, fromthe perspective of the Federal Energy
Regul at ory Comm ssion (FERC), the heart of the restructuring
debate at this juncture is the future operation of the interstate
transmssion grid. It is the strategic asset, the integrated
network platform upon which any conpetitive and transparent

whol esal e power market must be built. Interstate bul k power
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trade increased dramatically in the 1990s, as electricity demand
i ncreased and i npedi nents to market access began to di m nish.
The entry of new participants in that market, the arrival of e-
commerce and new financial instruments, and new technol ogies wl|l
greatly benefit the electricity econony unless conpetition is
thwarted by i muature market mnmechanisns, inefficient transm ssion
networ k operations, or parochial and discrimnatory practices by
transm ssion owners. Electricity conpetition cannot thrive in a
commercial environment with conflicting market rules, congestion,
barriers to entry, vertical integration of transm ssion and
generation functions, or declining reliability. The success of
any restructuring legislation will ultimately be judged solely on
whet her it contributes to overcom ng these obstacles and
achi evi ng good mar ket outcones.

The Conmm ssion has already taken major steps withinits
authority to make the interstate transm ssion grid available to
all whol esal e users and to encourage regional, efficient
operation of the transmssion grid. |Its fundanental regulatory
objectives are: (1) to substitute conpetition for price
regul ation in whol esal e power nmarkets to the extent possible; and
(2) to regulate essential transmssion facilities so as to enable
conpetition in power markets. |f these objectives are
effectively net, American consunmers will benefit from better
prices, a greater selection of services, and enhanced

reliability. Because there remain inportant inpedinents to the
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Comm ssion's work in this area, it is nowtinme for Congress to
act .

There are four major areas in which Congress needs to
legislate, if we are to achieve and maintain conpetitive
whol esal e markets. Legislation is needed to: (1) place al
transm ssion, even if it is publicly-owned or cooperatively-
owned, under the sane non-discrimnatory open access standards;
(2) reinforce Conm ssion authority over regional transm ssion
organi zations ("RTGs") that will operate the transm ssion grid on
a reliable, regional basis and reduce obstacles to conpetition
anong sources of generation; (3) establish mandatory reliability
rules to protect the integrity of transm ssion service, relying
on a self-regulating organization with appropriate Federal
oversi ght and enforcenent; and (4) enhance the Conm ssion's
authority to renmedy market power. These actions to pronote
reliable transm ssion and conpetitive whol esal e power markets
W Il benefit consuners regardl ess of policy decisions about
opening retail markets to conpetition.

Today, | want to share with the Conmttee ny observations
about the difficulties we seek to solve and how we have
approached those problens so far. | wll then discuss in detai
the |l egislative actions needed to achi eve conpetitive whol esal e
power markets, and di scuss how the bills pending before you would

or would not acconplish that goal.
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The Evolving Wholesale Power Market and The Commission's Responses

The dynam ¢ changes now occurring in the structure of the
electricity industry flow fromone nmain principle: conpetitive
mar kets wi Il make better decisions about investnents in, and
operation of, the electric system and about the consunption of
electricity than will either nmonopoly utilities or regulators.
Under such circunstances, sone argue that the FERC or the
Congress shoul d either abandon the field to econom c forces or
i nduce changes in utility behavior with a prodi gi ous donati on of
rat epayer dollars. | believe a nore constructive plan for change
is required. The comrercial and operational realities of the
20th century electric industry, dom nated by nonopoly control of
the infrastructure and nultiple regulatory regines will sooner or
| ater succunb to fair and uni npeded conpetition for end-use
mar kets. That conpetitive environment will require us to create
mar kets and market rul es that work.

A nore market-driven environnment necessitates new rul es and
governance arrangenments to operate the system better pricing,
greater information transparency, appropriate financial
incentives, and fewer regulatory restrictions. | believe these
devel opments w Il eventually reduce or discipline price, maintain
a better correlation between supply and demand, ensure

reliability, and induce creation of new services and choi ces.
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But, this wll be no easy task and there is a high cost
associ ated wth del ay.

Why does the Conm ssion seek an active role in securing the
benefits of conpetition? The devel opnment of new whol esal e mar ket
mechani snms is, | believe, a matter primarily of Federal interest.
In terns of its physical operation and its critical support for
t he know edge-based digital econony, the increasingly inportant
whol esal e power market is an integrated network of generation
resources, systemcontrol, and high-voltage transm ssion that
spans the country and all electrical |loads. Access to markets is
the lifeblood of the increasingly distinct generation sector,
whi ch constitutes the single largest investnment in the
electricity supply chain. Transm ssion, on the other hand,
represents |less than 10 percent of the delivered price of
electricity. Yet, it is a strategic asset. Fair and conparable
access to this grid of essential bulk power transm ssion
facilities is a prerequisite to other pro-conpetitive
devel opnents. \Whol esal e conpetition has depended, and w ||
continue to depend, on the ability of buyers and sellers of power
to reach each other over the transm ssion grid. Markets cannot
work if buyers and sellers are unable to trade readily over the
W res.

The Energy Policy Act of 1992 and the Order No. 888 open
access transm ssion rule were inportant but not sufficient steps

toward conpetition. They addressed the unw | lingness of
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transm ssion owners to volunteer to give other market
partici pants conparable access to the grid. However, they did
not fully open transm ssion reserved for native | oad or the
transm ssion of non-public utility entities. At a tinme when we
woul d not tolerate the ownership and control of the Internet or
the interstate highway systemby entities with incentives to deny
or restrict use of those networks by others, there is no reason
to allow transm ssion to be controlled in that fashion. There is
even | ess reason to del egate standard setting and oversi ght of
parts of these interstate networks to entities or jurisdictions
that could enforce different sets of commercial rules on their
use. To the contrary, the new electricity econony and the grid
upon which it is based prom se to deliver nore power reliably
across state boundaries for the benefit of all consuners, whether
they live in open access states or not, provided the systemis
efficiently operated under reasonably consistent rules across
entire regions of the country.

Fundanentally, M. Chairman, the case | wish to nake for
Federal |egislation and ny request for the support of the
Comm ttee are founded on ny belief that the FERC is prepared and
wel |l -situated to assist in this transformati on of the whol esal e
power market. Let nme be clear. Wth the limted exception of
ensuring conparabl e access over the interstate transm ssion grid,
we do not seek to extend our authority to the retail arena, which

is the bulk of industry activity and investnent. That market is
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properly overseen by states. | see a key ongoing role for the
Comm ssion in ensuring workabl e whol esal e market structures and
foiling the exercise of market power. That role will translate
into |l ess need for our traditional command and control regulation
as markets becone truly conpetitive.
The novenent toward | ess regul ati on and nore

reliance upon market processes in the electricity

i ndustry has enornous potential benefits, and al so

potential risks. A nove toward deregul ati on that does

not take the issue of market power seriously can

underm ne the goals of industry restructuring and even,

as in the case of England, produce a regul atory

backl ash. Any restructuring initiative nust recognize

that the lack of econom c storage and of price-

responsi ve demand can produce serious market

di sruptions. Furthernore, levels of transm ssion

capacity that may have been adequate under regul ation

may not be able to support effective conpetition.

[ Borenstein & Bushnell, "Electric Restructuring:

Deregul ati on or Reregul ation?," February 2000. ]
In sum the Congress and the Comm ssion nust work together to
accelerate the arrival of conpetition and to neet its chall enges.
To paraphrase Gene Kranz of NASA, failure is not an option.
submt to you that a prolonged transition will serve short-term
econom c interests of a few at the expense of the Anmerican
electricity consuners. It wll affect reliability. It wll
i npose costs w thout benefits. It will not |ead to the expansion
or upgrade of the transm ssion system Until whol esal e markets
are nore transparent and conpetitive, the transition wl|
continue to create huge w nners and | osers anong suppliers of
electricity.

Maj or Conmission lnitiatives
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Two maj or Conmi ssion initiatives have sought to increase
conpetition and bring nore efficient, |ower cost power to the
Nation's electricity consuners. The Conm ssion's transm ssion
open access rule known as Order No. 888 has nade transm ssion
services available to whol esal e sellers and buyers of power that
need access to markets over the interstate transm ssion grid, to
the extent the Conm ssion possesses authority over the Nation's
grid. The Commission's second initiative, Order No. 2000 issued
on Decenber 20, 1999, is designed to help create workable and
barrier-free bul k power market structures through formation of
regi onal transm ssion organi zations, or "RTGs." RTOs would
operate the transm ssion grid on a regional basis and reduce

obstacles to conpetition anong sources of electric generation.

Open Accessto All Transmission Facilities

Despite the successes of Order No. 888 in fostering
conpetition, the Conm ssion's open access transm ssion regi me has
key gaps. Sections 205 and 206 of the FPA, the basis for Oder
No. 888's open access requirenents, apply to public utilities but
not to Federal power marketing adm ni strations, munici pal
utilities, or those rural electric cooperatives financed by the
Rural Uilities Service ("non-public utilities"). A nunber of
t hese non-public utilities own or control substantial anmunts of
transm ssion facilities. Wiile the Commssion has limted

authority under FPA section 211 to require these entities to



- 9 -
provi de transm ssion service, the process is slow and cunbersone,
and is adm ni stered on a case-by-case basis.

Because our jurisdiction over non-public utility
transm ssion-owning entities is limted, approximtely one-third
of the Nation's integrated transm ssion grid is beyond the reach
of Order No. 888's open access requirenents. In virtually al
cases, however, the transm ssion facilities owned by the non-
public utilities are integrated with, and are affected by,
jurisdictional transm ssion operations. Wile | ampleased to
say that a nunber of non-public utilities such as the Bonneville
Power Adm ni stration (BPA) and the Western Area Power
Adm ni stration (WAPA) have voluntarily offered transm ssion
servi ce under FERC-approved open access tariffs, nmany ot hers have
not. 1In any event, we are in no position to ensure continuance
of such pro-conpetitive arrangenents.

Efficient markets in network industries generally require
that all service providers within an econom c market be subject
to the same rules. The gap in the applicability of open access
transm ssion rules on the interstate grid may precl ude custoners
fromreaching | ower cost power sources.

Wi | e sonme have argued that many public power or electric
power cooperatives do not have transmi ssion that is valuable to
the grid or that has been the subject of access inquiries or
conplaints, this msses the fundanental point that only a change

in Federal |aw can ensure the availability of open access
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transm ssion service over all transm ssion systens, if and when
it is needed to support conpetitive power markets. However, such
| egi sl ati on need not intrude unnecessarily into the activities of
public power-type entities.

| believe that sinplified procedures can be designed to
ensure that cooperatives and public power entities whose delivery
facilities are not part of the integrated transm ssion grid are
not overly burdened in obtaining exenptions fromour regulatory
requi renents. | see nerit to the general type of process that
was described in HR 2944, i.e., where a small cooperative or
public power entity could self-certify that it owned no
facilities that occasioned jurisdiction. The Comm ssion can
devel op these types of exenptions adm nistratively. Moreover,
t he experience of those non-public utilities that have
voluntarily adopted open access tariffs denonstrates that open
access service consistent wwth the Comm ssion's requirenments is
as workable for non-public utilities as for public utilities,
al t hough appropriate |egislation may be needed to address rel ated
tax consequences in certain cases. As | note bel ow, several
bills woul d address these issues by extending FPA jurisdiction
over the rates, terns and conditions for transm ssion services
provi ded by non-public utilities that own, operate, or control

transm ssion facilities.
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Regional Transmission Or ganizations

Under current conditions, even with Order No. 888 in effect,
the operation and planning of the Nation's transmssion grid wll
differ utility to utility, state to state, and region to region.
These differences constitute commerci al and engi neeri ng obstacl es
to greater conpetition and efficiencies in our electric power
system Anong the many transm ssion owners and operators, there
isonly limted coordination. The reliability rules under which
they operate are voluntary and increasingly subject to chall enge.
Transm ssi on pl anni ng and expansi on are becom ng nore inadequate
and uncertain as the nunber and di stance of unbundl ed
transactions increase. The reliability of the Nation's bulk
power systemis stressed by the grow ng nunber of transactions,
the | arge nunber of transm ssion owners, and nunerous separate
control areas. In addition, pancaked transm ssion rates (i.e.,
additive rates to nove power across nultiple transm ssion
systens) hurt consuners that pay higher transm ssion rates and
have access to fewer generation supply options.

The Comm ssion recently issued a newrule -- Order No. 2000
-- to address these problens by facilitating the voluntary, rapid
formation of RTGs. In brief, an RTOis an electric transm ssion
system operator that is independent from power market
participants and is responsible for providing reliable,

efficient, and non-discrimnatory transm ssion service in an
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entire region. Under Order No. 2000, RTGs may be fornmed as

i ndependent system operators, or |1SOs, which are regional
entities that operate transm ssion facilities owned by others;

i ndependent transm ssion-only conpanies (transcos) that both own
and operate a regional transm ssion systeny or sonme conbi nation
of organi zational forns.

Order No. 2000 does not require public utilities to
participate in an RTO, but encourages such participation by
setting out clear standards, prescribing filing requirenents, and
maki ng i nnovative transm ssion rate treatnents available to those
who participate. The rule also sponsors a coll aborative process
for transm ssion-owning entities to participate in the formation
of RTO proposals. The Conm ssion has recently conpleted a series
of five kick-off workshops held in selected | ocations across the
country. These wor kshops, which were run by senior Conmm ssion
staff as facilitators of a dialogue anong all interested industry
participants, had pragmati c agendas designed to foster RTO
pl anni ng and i npl enentation. |In each workshop, regional
partici pants established a strategic process which will lead to
further coll aboration and, in nost regions, the devel opnent of
RTO proposals by the COctober 15 deadline in the rule. | have
commtted to furnishing whatever technical Conm ssion staff
resources the market participants may need for this process.

| f properly constituted and truly independent, RTGs can help

address and elimnate remai ning obstacles to conpetition and nmake
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the markets nore efficient, for the benefit of electricity
consuners in all States. |ndeed, RTGs support whol esal e
conpetition and, where states choose to pursue it, retai
conpetition. But even in the absence of retail conpetition,
consuners will benefit fromincreased conpetition in whol esal e
markets. First, RTOs can be structured to elimnate "pancaking”
of transm ssion rates that raises the cost of nobving power across
multiple utility systens. Second, RTGs that have the proper
tools can better nmanage transm ssion congestion, reduce the

i nstances when power flows on transm ssion |ines nust be
decreased to prevent overloads, and effectively solve short-term
reliability problens. | believe that RTGs will attract the
capital and expertise needed to expand the grid and serve the
generation capacity necessary for the growi ng and conpetitive
electricity markets. Third, RTGs will ensure that vertically-
integrated transm ssion-owning utilities do not discrimnate in
favor of their own generation over another seller's generation.
Fourth, RTGs can facilitate transm ssion planning across a multi-
State region and, by operating the grid as efficiently as
possi bl e, may give confidence to State siting authorities that
new transm ssion facilities are proposed only when truly needed.
Significantly, the Comm ssion is prepared to defer to the

pl anni ng, operation, and control area decisions of an RTOif it
fairly represents the interests of all stakehol ders through open

menbership and fair governance procedures.



- 14 -

L egislative Prioritiesfor Wholesale Electric M arkets

To achi eve benefits for the Nation's electricity consuners
and to fully realize the goal of conpetitive whol esal e power
mar kets set by Congress in the Energy Policy Act of 1992 and
pronoted by the Conm ssion since then, | believe that Federal
electricity legislation should, at a mnimum (1) bring al
transm ssion facilities in the |lower 48 States under the
Comm ssion's open access transm ssion authority; (2) reinforce
the Comm ssion's authority to pronote regi onal nanagenent of the
transm ssion grid through regional transm ssion organizations;
(3) establish a fair and effective programto protect bul k power
reliability; and (4) enhance the Comm ssion's authority to renedy
mar ket power where existing renedial tools are insufficient. It
woul d al so be very helpful to clarify certain jurisdictiona
i ssues under the Federal Power Act (FPA) and anend the Public
Uility Hol ding Conpany Act (PUHCA) to foster conpetition and
all ow the Comm ssion and States to protect consunmers agai nst
affiliate abuse and cross-subsidi zation. Such | egislation would
hel p the Conm ssion renove inpedinents to market conpetition by
provi di ng i ncreased open access to transm ssion, encouragi ng
efficient and reliable regional transm ssion operations, and
clarifying the jurisdictional issues that are bound to arise as

i ndustries change fundanentally.
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In recormendi ng these legislative priorities, | would |ike
to stress that ny focus is primarily on conpetitive and
operational issues surrounding the interstate transm ssion
system States will continue to have an inportant regulatory
role in emerging markets, and the establishnent of an open
interstate transm ssion grid and conpetitive whol esal e power
markets will accompdate states and provide benefits to their
retail consuners, whether or not they choose to adopt retai
choi ce prograns.

RTO Aut hority

Wil e the Comm ssion has adopted a voluntary approach to RTO
formation, it also has concluded that it has the authority under
sections 205 and 206 of the FPA to order public utilities to
participate in RTGs on a case-by-case basis, if necessary to
remedy undue di scrimnation or anticonpetitive effects. Because
the FPA is not express in this regard, it is inportant that this
authority be reinforced. | support |egislation that nmakes cl ear
the Comm ssion's authority with respect to RTO formation
Specifically, | support legislation that would reinforce the
Comm ssion's authority to order public utilities to establish and
participate in RTGs, if the voluntary approach does not work. |
al so support legislation that expressly authorizes the Comm ssion
to require non-public utilities to participate in RTGCs, and
clarifies the authority of Federal transmtting utilities

(Tennessee Vall ey Authority, Bonneville Power Authority,
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Sout hwest ern Power Adm ni stration, and Western Area Power

Adm nistration) to participate in RTGs. Such |egislation would
assi st the Commission in developing efficient and reliable

regi onal power markets in the interest of |ower cost power and
high reliability.

Reliability

Let me turn next to the issue of reliability. 1In the past,
regul ators and industry participants relied upon voluntary
i ndustry cooperation to establish reliability standards and
practices. Regional reliability councils and the North American
Electric Reliability Council (NERC), conprised primarily of
transm ssion-owning utilities, relied upon voluntary cooperation
and peer pressure to ensure conpliance with the standards they
est abl i shed.

Conpetition in power markets has increased concern that
reliability rules can no | onger be set or enforced in the sane
vol untary manner as in the past. Power markets today have nmany
nore participants and transactions. Faced with conpetitive
pressure, sonme participants may be pronpted to cut corners on
reliability. Mny observers, including NERC and the industry
itself, have concluded that a system of nmandatory reliability
rules is needed to ensure that conpetition does not conproni se
the security of our Nation's electric transm ssion system

Federal legislation is needed to achieve this end. | believe
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that appropriate reliability legislationis critical to a well-
functioning industry and that the consensus |egislation sponsored
by NERC and included in many of the bills pending before you
contains the fundanmental elenents of sound legislation in this

ar ea.

Congr ess shoul d understand, however, that nandatory
reliability rules are not enough to ensure the reliability of the
grid. 1In addition, the market rules nust elicit sufficient
i nvestnment in new generation and transm ssion facilities. 1In the
natural gas industry, for exanple, reliability is fostered in the
first instance by market rules that elicit investnment in the
production and transportation of the commodity. In the electric
i ndustry, we can achieve the sane result by ensuring that
generators can get their power to as many custoners as possible
and that transm ssion owners have the incentives to neet the
needs of transm ssion users. M/ recommendati ons above on open
access and RTOs support this goal.

An inportant State-Federal issue has arisen in the context
of the debate on reliability legislation: the appropriate role of
States in protecting reliability of service to consuners and the
role of the Comm ssion in protecting the integrity of the bulk
power transm ssion system and ensuring that all transm ssion
users are served by the interstate grid on a non-discrimnatory

basi s.
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Jurisdictional issues should not be allowed to obscure the
need for a new enforcenent system There are inportant policy
and operational issues that nust be addressed. The transm ssion
grid is increasingly being used for transactions that, either
contractually or because of the |aws of physics affecting the
flow of electrons, cross State (and even international) borders.
This has increased concern that a mandatory reliability nmechani sm
must be devel oped to ensure that these interstate transactions do
not conprom se the transm ssion grid or the quality of service.
This is a fundanental issue of interstate cormerce. The Nation's
need for a reliable transm ssion grid ought to prevail over the
current jurisdictional disagreenents. Wile State and | ocal
authorities legitimately want to protect retail consuners wthin
their particular States, there is also a significant Federal
interest in protecting reliability and fair commerce across State
borders. | amconfident that |egislation can be devel oped to

address both Federal and State concerns.

M ar ket Power Remedies

As we seek to rely nore heavily on conpetition as opposed to
traditional price regulation to protect the interests of
consuners, regulators nust have the range of tools necessary to
address market power problens that threaten conpetition.
Currently, the Comm ssion has only limted renedies available to

address mar ket power problens. The Comm ssion can prevent
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enhancenment of market power when utility nergers or other
corporate transactions require authorization under FPA
section 203. This renedy does not address market power that is
already built into current commercial and operational
arrangenments, however. The Conm ssion al so can deny or revoke
aut hori zation for market-based whol esale rates. Again, when this
approach is enployed to rei npose cost-based rates, the Comm ssion
does little or nothing to pronote conpetition. |In addition,
while the Comm ssion has stated that it believes that it has the
authority to order public utilities to participate in RTGCs where
necessary to renmedy undue discrimnation or anticonpetitive
effects, as | indicated earlier, this authority should be
clarified and reinforced.

Renedi al authority such as that contained in the
Adm nistration's bill would allow us to ensure fair whol esal e
conpetition and expand the Conm ssion's use of |ight-handed
regul ati on of the whol esale coimmodity. Reforns to the Federa
statutory schene are appropriate to permt regulators to keep up
with the chall enges posed by market power in evolving markets.
Wt hout such reforms, and wi thout adequate renedi al authority,
mar ket power could be used to inpair conpetition and the rel ated
benefits to consuners. For exanple, the Admnistration's bill
woul d clarify that the Comm ssion has jurisdiction over nergers
involving only generation facilities, and that hol di ng conpani es

with electric utility subsidiaries cannot nerge w thout
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Comm ssion authorization. It also would allow us to address

mar ket power outside the context of nergers. For exanple, it
woul d al l ow the Comm ssion to address market power in retai

mar kets, if asked to do so by a state | acking adequate authority
to address the problem Such authority would be consistent with
the Comm ssion's policy of addressing a nerger's effect on retai
conpetition when states request Conm ssion action and cite their
own | ack of authority.

The Adm nistration's bill would al so give the Comm ssion
explicit authority to address market power in whol esal e markets
by requiring a public utility to file and inplenment a market
power mtigation plan. | believe it would be hel pful to close
these gaps in the Conm ssion's jurisdiction over nergers and

remedi al authority to safeguard agai nst market power.

Clarifying Feder al/State Jurisdiction

There are inportant clarifications of State/Federal
jurisdiction that should be addressed in legislation. The issue
of Federal/State jurisdiction has arisen because of changes in
mar kets that have invalidated many ol d assunptions and practi ces.
No one wi shes to avoid a frustrating "turf battle" between
Federal and certain State authorities nmore than I. | sinply urge
the Commttee to gauge the appropriate policy according to the
i kely market outcone. Regulatory authority, in ny view, should

be all ocated according to how best to ensure that all electric
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consuners are served fairly and efficiently. The transm ssion
grid is now being used for vastly nore transactions, for
transacti ons over greater distances, and for nore transactions
that cross nmultiple State borders. This raises not only the
reliability concerns discussed earlier but also the need for
uniformty and transparency in transm ssion services offered on
the interstate grid. Wthout these attributes, transm ssion
service will be incapable of bringing buyers and sellers to one
anot her readily, economcally and wi thout unduly discrimnatory
treat nent.

The Congress shoul d ensure an appropriate division of
authority between State and Federal regulators to provide greater
regul atory certainty as electricity markets becone nore
conpetitive. In the absence of Congressional action to update
jurisdiction, these inportant decisions will be left to courts
attenpting to reconcile 65 years of practice devel oped for a
smal | er, nore bal kani zed and non-conpetitive whol esal e nmarket,
with the dynam c conpetitive market that is transformng the
i ndustry today.

First, Congress should clarify the authority of the States
to order retail access. Wiile many States have gone forward with
retail customer choice progranms, utilities challenging such
initiatives have argued that the FPA preenpts States from
ordering retail access. Wile |I do not subscribe to that view,

i f such argunents were to prevail, they could effectively thwart
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pro-conpetitive innovation at the State |level. Congress should
renmove this |egal cloud.

Second, the Congress should clarify that the Comm ssion has
authority over facilities used for unbundled retail transm ssion
ininterstate comerce, (i.e., interstate transm ssion used to
accommodate retail choice prograns) and that the States have
authority over local distribution facilities and services. Sone
states, through NARUC, seek control of transm ssion heretofore
dedicated to native load (i.e., those custoners that receive
state-reqgul ated retail service) and traditionally billed as part
of aretail service. A grant of this control, along with the
control of transm ssion by non-public utilities, would
effectively restrict the application of open access and
conpetition to a very small part of the grid and narrow
conpetitive whol esal e markets trenmendously. Congress nust ensure
that the | aw does not permt this result.

The Comm ssion shoul d have jurisdiction not only over the
rates, ternms and conditions of interstate transm ssion used for
whol esal e sal es but also over the rates, terns and conditions of
interstate transm ssion used for unbundled retail sales. This
approach supports truly conpetitive power markets and ensures
both that all unbundled transm ssion is subject to the sane
nondi scrim natory standards and that bal kani zed markets do not

result. Oherwi se, parochial State interests could interfere
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wWth interstate transm ssion and thwart the devel opnent of
conpetitive and seanl ess bul k power markets.

The Congress al so should clarify that the Conm ssion, after
consultation wth and deference to the States, can determ ne the
jurisdictional split between transm ssion and |ocal distribution
facilities on a case-by-case basis. Legislation to clarify this
split, avoid regulatory conflict, and help provide certainty to
utilities as to which regulator has jurisdiction over which
facilities would be very useful.

Let nme enphasi ze, in any event, that States nust be assured
control over local distribution to consunmers within their borders
and appropriate jurisdictional neans, such as local distribution
service charges, to structure and assess fees designed to recover
stranded costs and stranded benefits, that is, if State and | ocal
policymakers decide it is appropriate to do so. Conversely, it
is inadvisable to assign to States the authority to unnecessarily
i npede interstate comrerce in electricity or cause undue
di scrim nation against custonmers in other states, in the nanme of
protecting bundled retail custoners or local distribution. That
woul d have uneconom ¢ and anticonpetitive consequences.

A recent appellate court decision illustrates perfectly why
we have concerns about the ability of the Comm ssion to ensure
non-di scrimnatory transm ssion access if States retain authority

over bundled retail transm ssion. Northern States Power Co. V.

FERC, 176 F.3d 1090 (8th G r. 1999) (NSP), if interpreted and
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applied broadly, could allow the States to establish preferenti al
terms and conditions for the bundled transm ssion services they
regul ate conpared to the terns and conditions avail able to other
transm ssion users. In effect, one State could set rules for the
use of interstate transmssion to favor electric consunmers inits
state to the detrinment of electric consunmers in another State.
recommend that the Commttee either nust: (1) be clear that
states are preenpted fromusing jurisdiction over bundled retali
transm ssion to discrimnate against custoners in other states or
tointerfere wwth interstate bul k power markets; or (2) establish
FPA jurisdiction over all transm ssion, including bundled retai
transm ssion, to ensure universal conparability and non-
discrimnation in the provision of transm ssion services in
interstate comerce. |f, however, the Congress decides to allow
States the jurisdiction over bundled retail transm ssion, | urge
it to add the follow ng provision to FPA Section 201(a):

"I'n regulating the transm ssion of electric energy
under any provision of this part [Part Il of the FPA], the
Comm ssi on shall have exclusive authority to establish
rates, ternms and conditions of transm ssion service that are
just, reasonable and not unduly discrimnatory or
preferential, including rates, terns and conditions that
prevent or elim nate undue discrimnation or preference

associated wwth a public utility's or transmtting utility's
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own uses of its transm ssion systemto serve its whol esal e
and retail electric energy custoners."”

The Congress also should clarify that, if States order
retail customer choice progranms, the Conmm ssion has the authority
to order whatever transm ssion service is necessary to nove the
power fromthe seller, across intervening States, to the ultimate
State that has the retail choice program This will require an
amendnent to section 212(h) of the FPA, which otherw se could be
construed in sonme circunstances as precluding the Conm ssion from
ordering transm ssion to accommodate State retail custoner choice
pr ogr ans.

Lastly, you heard two weeks ago that the issue of whether we
shoul d have jurisdiction over bundled transm ssion is a
transitional issue that will eventually be resolved as the result
of the spread of RTOs and state consuner choice |egislation.

This assunes that the courts do not explicitly overturn our

current interpretation of the Federal Power Act. However, this

suggestion negl ects the consequences of waiting for tinme to take
its course. In the interim there would continue to be gaps in
the Nation's transmssion grid that are subject to dual

regul ation and there would continue to be litigation over the

related issues, for exanple, whether retail |oad served under the

| SO format rather than the transco format has, indeed, been

unbundl ed. The industry needs clarity on these issues as soon as



- 26 -
possible or the transition to conpetitive markets will be del ayed

and i npaired.

PUHCA Reform

PUHCA requires sonme utilities to conply with restrictions
that are not conpatible with bul k power conpetition
Additionally, in sonme instances, PUHCA encourages concentrations
of generation ownership and control in local markets that are
i nconsistent with conpetition and di scourages asset conbi nations
that could be pro-conpetitive. Thus, PUHCA shoul d be anended or
repeal ed, with one major caveat. Reformlegislation should
ensure that both the Comm ssion and States have adequate access
to the books and records of utilities and their affiliates, to
protect against affiliate abuse and ensure that captive consuners
do not cross-subsidize entrepreneurial ventures. Also, if PUHCA
is not repealed, it should be anended to restore FERC s ability
to adequately regulate the rates of utilities that are nenbers of
regi stered hol di ng conpany systens, closing the regulatory gap

created by the court decision in Chio Power Co. v. FERC 954 F.2d

779 (D.C. Cir. 1992).

Pending L egidation

| nowturn to the eight bills that are pending before this
Commttee and that are the subject of this hearing. The
Adm nistration's bill, S. 1047, appropriately addresses the

issues that | have identified as critical to establishing a
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conpetitive whol esal e power nmarket. Senator Bingaman's bill, S
1273, also goes a |ong way toward producing the best whol esal e
mar ket outconmes. The bill introduced by Senators Mirkowski and
Landrieu, S. 2098, is helpful in a nunber of respects but |
believe its RTO provisions may prevent the Comm ssion from
pursuing fair, efficient, and transparent bul k power markets
through the formation of RTGs. The remaining five bills being

di scussed today also fail to address sone critical issues or
contain provisions that, in ny estimation, will inhibit inportant
pro-conpetitive devel opnments such as the formati on of RTGCs.

will coment primarily on the elenents of these bills that affect
the major activities within the Commssion's current jurisdiction
— transm ssion and whol esal e sales of electric energy in

interstate commerce. Wile | would be pleased to provide the

Commttee with detailed technical coments on each bill if the
Comm ttee requests, | will coment nore generally on each bill
t oday.

S. 2098 (i ntroduced by Senators Mirkowski and Landri eu)

S. 2098 authorizes transmtting utilities to apply to the
Comm ssion to create, inplenent, or participate in RTGs and
directs the Conm ssion to approve such applications when it finds
that they conply with eight specified standards. Unfortunately,
this provision arguably dimnishes current authority under the

FPA to take certain actions to cure undue discrimnation in the
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provi sion of service by transm ssion-owning public utilities, and
al so | eaves the Conm ssion without tools to provide for RTO
participation by public or cooperatively-owned transmtting
utilities. The Conmssion in its RTO rule concluded that it
currently has the authority to require RTO participation by
public utilities, i.e., primarily traditional investor-owned
utilities, where there is a record of undue discrimnation or
where it is necessary to renmedy anticonpetitive effects. S. 2098
shoul d be anended to reinforce this authority and to provide the
sanme authority with respect to non-public utilities (e.qg., public
power entities).

The RTO provision in S. 2098 further applies restrictive
standards for analyzing RTGs, which may or may not be the
appropriate criteria for future RTGs as the industry evol ves.

For exanple, it contains a presunption that ownership of 5% of
the voting interests in an RTO does not convey control over the
RTO | do not recommend that Congress |egislate such rigid
criteria which may be inconsistent wwth conpetitive whol esal e
power markets of the future.

S. 2098 anends the FPA to provide Federal em nent donmain
authority for new transm ssion |ines when proposed in accordance
with a regional planning process. | believe that this wuld ease
the way for additional investnment in the transmssion grid and
increase the likelihood of the transm ssion grid operating near

its optimal level. Wiile | recognize that such an anmendnent
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m ght be controversial, | would note that Federal em nent donmain
authority already exists under the Natural Gas Act and that the
Comm ssi on has had years of substantial experience siting natural
gas pipelines. Simlar steps to renobve obstacles to transm ssion
siting may be needed as the transmssion grid is used for a
grow ng nunber of interstate bul k power transactions.

Nevert hel ess, Federal em nent domain represents a very
strong limtation on current state authority. | therefore
support as nore pal atable a general approach that would all ow the
Comm ssion to facilitate the siting of critical facilities and
woul d provide for a nore direct Federal role where states are
deadl ocked or decisions are otherw se stymed. M hope is that
RTGs can facilitate regional planning of, and support for,
transm ssi on expansions and thus avoid or reduce the need to rely
on the type of Federal authority contained in S. 2098.

S. 2098 repeals the requirenent in PURPA that electric
utilities nmust purchase electricity fromqualifying facilities,
but does so prospectively only. It does not affect rights and

remedi es under existing contracts. Assum ng an increasingly

conpetitive environnent, | agree that it is unreasonable to
i npose a "mandat ory purchase" requirenent. However, | recomend
that the provision in the bill be clarified so as not to preclude

vol untary buy-outs or buy-downs of uneconom c PURPA contracts

where appropri ate.



- 30 -

S. 2098 allows transm ssion users to obtain open access
transm ssion services over the facilities of non-public utilities
ininterstate commerce. S. 2098 al so provides for establishnent
of mandatory reliability rules, devel oped by a self-regul ating
organi zation wth appropriate Federal oversight of rule
devel opment and enforcenent. As | stated above, these are
i nportant goals. However, the provision in S. 2098 that sets
forth the reliability role of State and | ocal authorities (state
savings clause) is witten too broadly. It would not protect the
national interest in preserving the reliability of the interstate
grid, which serves custoners in nultiple states, and would |ikely
lead to conflicts between nei ghboring states.

S. 2098 repeals PUHCA, but anends the FPA to provide the
Comm ssion and State comm ssions with access to needed hol di ng
conpany (and affiliate) books and records. As | testified above,
this access to books and records is an essential corollary to the
repeal of PUHCA

S. 2098 does not give the Conm ssion additional tools for
addr essi ng nmar ket power. For reasons | described above, the
Comm ssi on needs these tools to ensure effective conpetition in
whol esal e markets and, upon request by State authorities, in

retail narkets.
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S.1047 (Adm nistration's bill)

S. 1047, the non-tax portions of the Admnistration's
proposed restructuring bill, constitutes a conprehensive
| egi sl ative proposal. | believe the bill provides an excell ent
framework for Federal electricity |egislation

For exanple, the bill would bring all transm ssion
facilities in the lower 48 States within the Conm ssion's open
access transm ssion rul es by extendi ng FPA section 205 and 206
jurisdiction over transm ssion services provided by Federal,
muni ci pal and cooperativel y-owned utilities.

S. 1047 woul d reinforce FPA authority to pronote regiona
managenent of the transm ssion grid through regional transm ssion
organi zations. It would anend FPA section 202 to expressly
permt the Conm ssion to establish an entity for independent
regi onal operation, planning, and control of interconnected
transm ssion facilities and to require a utility to relinquish
control over operation of its transmssion facilities to an
i ndependent regional systemoperator. | interpret the bill's
reference to "entities for the purpose of independent operation,
pl anni ng and control"™ of transm ssion facilities as not
precl udi ng transcos or other fornms of regional transm ssion
organi zations. It would neverthel ess be hel pful to have this
clarified. Appropriately, however, before taking such action,

t he Comm ssion would have to find, anong other things, that: the
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action is appropriate to pronote conpetitive electricity markets
and efficient, economcal, and reliable operation of the
interstate transm ssion grid; the utility transferring control of
its transm ssion facilities will receive just and reasonabl e
conpensation; and adequate reliability of the facilities wll be
mai nt ai ned. These preconditions should address the legitimte
concerns of the transmtting utilities.

S. 1047 woul d address electric reliability by anmending the
FPA to give the Conm ssion the authority to approve and oversee
an Electric Reliability Organization tasked with devel opi ng
mandatory reliability standards. The bill provides that: (1) the
reliability rules will be mandatory and will be enforceable; (2)
the i ndustry-based process for devel opi ng new standards w Il be
open; and (3) the Comm ssion will have an appropriate oversight
role to ensure that the reliability standards are sufficient to
preserve reliability and are non-di scrimnatory, but will defer
as appropriate to the technical expertise and stakehol der process
of the industry organi zation. This approach strikes an
appropriate policy bal ance.

As to nerger review, the bill would clarify FPA jurisdiction
over the merger or consolidation of electric utility holding
conpani es and generation-only conpanies. These reforns woul d
hel p guard agai nst gaps in FPA nerger review.

Further, the bill would authorize the Comm ssion, upon

petition froma State, to renmedy market power in retail markets.
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It al so would anend the FPA to authorize the Conmm ssion to renedy
mar ket power in whol esal e markets outside the context of merger
review. As nmarket-based rates beconme nore w despread, the
ability to structurally renmedy horizontal market power in
generation markets, especially where transm ssion constraints
limt the nunber of market participants, becones even nore
inportant. Providing a Federal backstop to address market power
where States have identified, but cannot remedy, a market power
probl em woul d support States seeking to pursue retail conpetition
pol i ci es.

| believe these provisions, taken together, address the
maj or areas in which further legislation is needed to nove us to
fully conpetitive whol esal e power markets and to support States

that choose to develop retail conpetitive power markets.
S.282 (introduced by Senators Mack and G ahan)

S. 282 repeals, prospectively, the existing requirenent
found in the Public Utility Regulatory Policies Act (PURPA) that
electric utilities nmust purchase power from qualifying
facilities. It does not interfere with existing contracts or
affect existing obligations. S. 282 requires the Comm ssion to
promul gate regul ations that ensure that utilities may pass
t hrough, and not be required directly or indirectly to absorb,
the stranded costs associated with purchases from qualifying

facilities under contracts existing before the date of enactnent.
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As conpetitive bul k power markets have energed, contracts
entered into in prior years under PURPA have becone uneconom c
because they contain, as a result of PURPA, rates that are above
current market prices. In this increasingly conpetitive
environnent, it is unreasonable to inpose a "mandatory purchase"
requi renent that could result in sales of power at an above-
mar ket price. S. 282 recogni zes the changes in conpetitive
mar kets by repealing the mandatory purchase obligation
prospectively. Inportantly, it does not interfere with existing
contracts. However, | recommend that it be clarified not to
preclude utilities from buying out or buying down high-cost PURPA
contracts where appropriate. | personally believe that repeal of
t hi s PURPA provision should be acconpani ed by reasonabl e

| egi sl ation to support renewabl e energy resources.
S. 516 (i ntroduced by Senator Thonas)

Anmong ot her changes, S. 516 woul d deregul ate the prices for
sales of electricity at whol esale, exenpting the rates for such
sal es from Conm ssion regul ation under Parts Il and Il of the
FPA. Deregul ated prices can be justified only where the seller
| acks or has mtigated market power. \Wile the Comm ssion has
al l oned market-based rates for the vast mgjority of public
utilities, many of these utilities own nonopoly transm ssion
facilities and at this tinme the Comm ssion is persuaded it nust

continue to nonitor for the exercise of market power and
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affiliate abuse. Also, transm ssion constraints can limt the
ability of new conpetitors to sell power into certain areas and
allow sellers already wthin such areas to exercise market power.
In instances where markets are not working or when there are
i nstances of affiliate abuse, the Comm ssion needs continued
authority to regul ate whol esal e power rates. Wthout FPA
authority to regul ate whol esal e rates, bul k power purchasers
could face costly price increases where conditions do not permt
conpetition, and these increases, in turn, would |ikely be passed
t hrough to consuners.

S. 516 would place all entities that own, operate or control
facilities used for the transm ssion of electricity in interstate
commer ce under FPA section 205 and 206 jurisdiction with respect
to whol esal e transm ssion service. As stated earlier, | believe
that it is vitally inportant to place all owners of transm ssion
facilities in the integrated grid under the sanme open access
rul es.

S. 516 al so provides for establishnent of mandatory
reliability rules, developed by a self-regulating organization
Wi th appropriate Federal oversight of rule devel opnent and
enforcement. As | stated above, these are inportant goals.
However, the provision in S. 516 relating to the reliability role
of State and |l ocal authorities (state savings clause) is witten
too broadly. It would not protect the national interest in

preserving the reliability of the interstate grid, which serves
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custoners in nmultiple states, and would likely lead to conflicts
bet ween nei ghbori ng st ates.

S. 516 does not address two other areas in which | believe
| egislation is needed: RTGs or market power mtigation. As |
descri bed above, the Congress should address these areas to

ensure that consuners receive the full benefits of conpetition.
S. 1273 (i ntroduced by Senator Bi nganan)

Consi stent with sone of the bills discussed above, S. 1273
extends section 205 regul ation of transm ssion service to PMAs,
TVA, municipal utilities, and cooperatives still owi ng debt to
the Rural Uilities Service. This amendnent would fill the gaps
in the availability of open access transm ssion service
nati onw de, and thus allow custoners to receive the full benefits
of conpetitive bulk power markets. S. 1273 anends the FPA to
all ow the Conm ssion to order transm ssion service to ultimate
consuners where the seller is permtted or required by State | aw
to make such sales. S. 1273 further anmends the FPA to all ow
States to require electric utilities to provide unbundl ed | ocal
distribution service on a not unduly discrimnatory basis. These
amendnents provide inportant clarifications of Conm ssion and
State authorities.

S. 1273 woul d anend the FPA to authorize the Conm ssion to

order the formation of "regional transm ssion systens,"” and to

order transmtting utilities within such regions to partici pate.
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The bill would authorize the Conm ssion to appoint an oversi ght
board (conposed of a fair representation of all of the
transmtting utilities participating in the regional transm ssion
system electric utilities and consuners served by the system
and State regulatory authorities wthin the region) to oversee
the operation of the regional transm ssion systemand to ensure
that the independent system operator formnul ates policies,
operates the system and resolves disputes in a fair and non-
discrimnatory manner. S. 1273 al so provides for the oversight
board to appoi nt an i ndependent system operator to operate the
regional transm ssion system | interpret this provision as not
precl udi ng transcos or other fornms of regional transm ssion
organi zations. This operator is not permtted to own generating
facilities or sell electricity, and may not be subject to the
control of, or have a financial interest in, any utility with the
regi on.

The Conm ssion believes it is essential to formregional
grid managenent institutions that provide for independent,
regi onal operation of the grid. Al transmssion facilities in a
regi on should be under the control of a single, independent
operator. | understand S. 1273 to pronote goals and nechani sns
simlar to Oder No. 2000. However, | do not believe that
| egi sl ati on should dictate the organi zational form of these new

institutions. Rather, there should be flexibility for | SGs,
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transcos, conbinations of the two, or other forns or
or gani zati on.

S. 1273 contains a reliability provision directing the
Comm ssion to establish and enforce national electric reliability
standards, and permtting the Conm ssion to designate regional
councils and one national council. This provision, while |ess
detailed than the reliability provision contained in other bills,
adequately neets the needs for fundanental reliability
| egi sl ati on.

S. 1273 amends the FPA to provide for Federal siting of new
transm ssion facilities. The bill also would authorize the
Comm ssi on, when necessary or desirable in the public interest,
to order utilities to enlarge or inprove their existing
facilities (unless doing so would unreasonably inpair the ability
to render adequate service). Before issuing such an order, the
Comm ssion would need to conply with the requirenents of the
Nat i onal Environnmental Policy Act, and would need to refer the
matter to a joint FERC/ State board for advice and recomendati ons
on the need, design, and |ocation of the proposed facilities.

The construction of new transm ssion facilities represents
an inportant nmeans of obtaining the efficiency benefits of
greater electricity conpetition in many circunstances. The
construction of new facilities may al so have reliability benefits
for the State or locale in which the facilities are | ocated and

other States and locales as well. At present, State-by-State
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pl anning and siting are the norm However, as new transm ssion
facilities are used increasingly to support regional reliability
and markets, States may have difficulty bal ancing |ocal inpacts
W th broader, regional benefits.

| believe the answer to this dilemma rests with creation of
institutions that have a regional perspective on the planning and
devel opment of new facilities, and that take into account the
interests of all affected nmarket participants and States. This
type of institution could adopt a broad perspective on decision
maki ng on proposed transm ssi on expansions and fairly bal ance
| ocal and regional concerns and benefits, as well as the
suitability of constructing new transm ssion facilities conpared,
for exanple, to devel opi ng new generation. RTGOs could perform
this planning function, recognizing that their role would only be
advisory to State siting authorities under existing | aw.
However, as | stated in ny cooments on S. 2098, | believe that
sone steps to renpbve obstacles to transm ssion siting may be
needed because the transm ssion grid is carrying a nuch | arger
nunmber of interstate bul k power transactions. | support a
general approach that would allow the Conm ssion to facilitate
the siting of critical facilities and would provide for a nore
direct Federal role where States are deadl ocked or siting

deci sions are otherw se stym ed.

S.1284 (introduced by Senator N ckles)
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S. 1284 would repeal PUHCA. As | testified above, | believe
any repeal of PUHCA nust be acconpanied by a grant of additional
authority to FERC and State comm ssions to access needed hol di ng
conpany (and affiliate) books and records.

S. 1284 repeals the requirenent in PURPA that electric
utilities nmust purchase electricity fromqualifying facilities,
but does so prospectively only. It does not affect rights and
remedi es under existing contracts. As | noted above, in this
i ncreasingly conpetitive environnent, it is unreasonable to
i npose a "mandat ory purchase" requirenent at anything other than

the market price.
S. 1369 (introduced by Senator Jeffords)

S. 1369 requires the Secretary of Energy to establish a
Nati onal Electric System Public Benefits Board, which wll
include a representative fromthe Comm ssion. The Board is
required to establish an account, funded by a Comm ssi on-
est abl i shed nonbypassable wires charge, that is to provide
mat ching funds to States for the support of State public purpose
pr ogr ans.

S. 1369 al so provides that non-hydroel ectric generation
facilities nmust use an increasing percentage of renewabl e energy
sources in generating electricity. The bill requires the
Commi ssion to establish standards and procedures under which

generation facilities certify their use of renewabl e energy



- 41 -

sources. It also requires the Comm ssion to establish a system
of renewabl e energy credits.

| generally support nmechanisnms to encourage renewabl e energy
resources, so long as they are consistent with conpetitive
whol esal e energy markets and do not inpede fair access to
interstate transm ssion

S. 1369 requires electric conpanies to allow a retai
el ectric custoner to interconnect and enploy a net netering
systemthat neasures the difference between the quantity of
electricity supplied by an electric conpany to a custoner-
generator and the quantity generated by a custoner-generator and
fed back to the electric conpany. S. 1369 requires the
Comm ssion to adopt rules on electrical safety, power quality and
i nterconnections for net netering systens that use non-
phot ovol tai ¢ generation. |Interconnection to the transm ssion
grid on a non-discrimnatory basis is necessary to elimnate
barriers to conpetitive power markets and | support provisions
that facilitate such access.

S. 2071 (introduced by Senator Gorton)

S. 2071 addresses electric reliability in essentially the
same manner as S. 2098 and S. 1047. It would, anong ot her
t hi ngs, anmend the FPA to give the Comm ssion the authority to
approve and oversee an Electric Reliability Organization tasked

wi th devel oping mandatory reliability standards. The approach
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taken in S. 2071 strikes an appropriate policy bal ance, as |
indicated with respect to the reliability provisions of S. 2098
and S. 1047.

Reliability is of fundanental inportance and | therefore
clearly understand why stand-al one legislation on this subject is
attractive. The Comm ssion is prepared to inplenent such
legislation if enacted. Reliable electric service will require
nmore than an effective standard-setting and enforcenent
mechani sm however. It wll require workable markets and the

Congress nust assist that effort as well.
Conclusion

Thank you again for the opportunity to offer ny views here
this norning. | enphasize that ny coments on specific bills
have focused primarily on provisions that may affect the
Comm ssion's responsibilities and have di scussed only the general
approaches in the bills. | would be happy to provide technical
comments in the future if it would be helpful to the Commttee.

| woul d be pleased to answer any questions you nay have.



